UTILITY-AFFILIATED MARKETERS HAVE EDGE OVER COMPETITORS, NRRI REPORT WARNS

THE ENERCY REPORT via NewsEdgs
Corporation : Utilitles aro motivated by
profiey to psst through undetected and
T mauthorized costs to their captive cus-
tomers iz a deregulated, compstitive mar-
ket and can galn the upper hand over
competitars, wamms 2 study preparsd by
the resasrch arm of the National Asan. of
Regulatory Unility ‘Commissioners.

"Givea that all firma seek to maximize
cofits, it should be no surprise to find
irms actively atsmptisg to circumvent
regulatory cORSWAInts in an attempt to

maximize profits," the report states,

Ths repert highlights the perils of "a
sixed market environment" i which reg-
ulated utilities seek to evade msgulatcry
constraints by seting up unregulated
marketing affiliates.

An Ecogomic Analysis of Marketing Al-
filfates in a Deregulatad Electric Power
Industry, prepared by the Natjonal Regu-
Iatcry Raeearch Ingtirute , citas
four regulatory CODCerns: crosz-subsi-
dizarion, cost shifting, disesiminatoty
sel-dealing and infcemational advan-
tages.

The study calls crosa-subsidization 'one
of the most serious potential problema ss-
sociated with the existence of merketing
affiliates linked to a wiility." This occurs
when the madketing affiliate in the unreg:

[03-02-98 a1 18:37 EST, Copyrighe 1998, Pasha
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ulated compotitive market charges pricss
bolow marginal cost, incurring lostes, ae-
cording to the report's author, Jaison Abel.
Revenues from ths local distribution
company provided by abgve-cost prices
aro used 1o make up the difference.

With this advantage over nonaffiljated
marketers, a utility affiliate can resort to
predatory pricing to drive other markerets
out of business or prevent the entry of ef-
ficient rivals, Abel notes.

Rolated to eross-subsidization is cost
shifting, which takes plage when some
costs incwred by the marketing affiliate
are passed onto the books of the regulated
loeal distribution compeny., The parent
company does not lose by this since its
regulation is tied © yepented costs. 'In
fact," says Absl, "profits will increase be-
cauge the parent company will receive
higker ravenues for the additional costs
seperted.”

Detection of this problem is quits diffi-
culr, the study assetts, adding, "It is pos-
tible that common eosts exiat for the mar-
keting affiliste and jocal distribution
company. Without striot (and mutually
agrooable) rules on how to allocate these
comumon costs, detection may ‘be near im-
possible.’

Discrimiratory self-dealing involves such
cansiderations ae the terms for gaining

access to discibution facilitiss, whioch
may be mors favorable for the distribution
company's marketing affiiate than for
cthers in the competitive marke lace,
Ancther intracompany transaction in the
self-dealing category could be the pur-
chase of services or products from the af-
filite by the patent at inflated prices, ac-
cording to the study.

Counted among ‘“informational advan-
tages" is the knowledge of consumer
characteristics that the parent could pass
on to fhe maketing aftiliate -~ informa-
zen not available to independent mar-
aters.

On the whole, Abs! says, electricity con-
sumere as a group are 'worse off" 83 the
recult of the operatons of unregulated
matketing affiliates associated with regu-
fated locl distribution eompanies, ge
recommends further ressarch to gain ‘n
mars accurate picture of the utility-affii-
ate relationship and make conclusions
about resulting pet soclal affecks.”

The repert can be viewed on the Internet
at www.nre.ohio-state.edu, For guestions
about the report, contact NRRI at 614-
292-9404. i
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Utility cross-subsidies could cost
consumers as much as $2 billion

WASHINGTON — Cross-subsidization
of ulility entry into hvaer cont racl-
ing is a growing condition that could
cost ulility consumers aboul $2 bil-
lion per year, according Lo a new,
independent cconomie study com-
missioned by the Air Conditioning
Contractors of America. It could also
lead to Lhe unemployment of more
than 60,000 existing workers within
five years.

The study was previewed at the

ACCA convention in: I, Worth,
Texas, (April 1998, p. 5). The final
version of the study was released
June 8.

Author Richard C. Carlson, chair-
man of Spectrum Feonomics, Palo
Allo, Calif., examined the impact of
utility enlry into the air condilioning
installation and maintenance indus-
try. After analyzing cleetric utility
deregulation in seven stales —
including New York, Nevada, Michi-

gan, Maryland, Virginia, Colorado
and Ohio — Carlson argues that
cross-subsidization of utility affili-
ales in unregulated service indus-
tries could resull in new economic
inefficiencies.

Utililies use rate payers’ money lo
“cross-subsidize” their affiliates —
i.c., use assels from a regulated side
of Lheir business in non-regulated
businesses such as hvacr service,
According Lo Carlson, cross-subsi-
dizalion represents a major threal to
faiv compelition in the livaer indus-
try, as well as in Lhe eleetri al,
phimbing and other conbracling
industries.
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“

“In a few states, such as Delaware
and Maryland, utility affiliates have
used their markel power and cross-
subsidies Lo gain over 20% of the
hvacr markel,” observed Carlson.
“These affiliates have enjoyed sub-
stantial cross-subsidies from their
related ulilities in the form of free
advertising, free marketing, free
customer information, free or
reduced cosl of employees and free
equipment. These cross-subsidies
impose costs on the electric con-
sumer and are contrary Lo the goals
ol open compelition on which dereg-
ulation is premised,” he writes in Lhe
m_.:-

C-‘-o .

Carlson said consumers are
harmed by cross-subsidization both
in the market for electricity and in
markets served by unregulated utjli-
ly affiliates. “The utility affiliate’s
ability to price its services at below
cosl in order to gain markel share
allows it Lo drive other compelitors
from the market,” he wrote.

‘8'mechanieals™”

(Continued_ from page 1)
run by Mark A, Zilbermann, 45;
e Iligh-Lech Silicon Valley contractor
Air Systems in SinJose, Calif, head-
ed by John W, Davis, 43, witl F91 mil-
lion in revenues;
® Energy Systems Industiries in
Boston, led by Anthony 1. Shaker, 64,
with revenues of $54.2 million;
® New Bngland Mechanieal Services
in Vernon, Counn., headed by Charles
I’ Reagan, 48, with reyenues of $39.4
million per year;
® Lee Co., Nashville, Tenn., run by
William B. Lee, 38, with revenues of
$39.7 million;
® Hill York Clorn and THIl Varls Qo
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o new utility service contracts

Public Service Llectric & Gas Co. has been ordered to stop selling new service
contracts for appliance repair outside its original service territory. And an audit of
the utility will look for evidence of cross-subsidization.

BY JOHN R.

EWARK, N.J. — The New Jersey Board

of Public Ulilities (BPU) has ordered the

Public Service Electric & Gas Co.

(PSE&G) to stop offering applianco

repair service contracls lo cuslomers
beyond its original service territory.

BPU said that PSE&G failed to oblain per-
mission (o 8ign up cuslomers oulside ils service
area.

As reported in the August 10 News, BPU had
cleared the way for PSE&G's expansion inlo new
service markets by denying a motion filed by the

HALL

Coalition for Fair Oo_:varsos. to stop expansion

of the statewide service plan.

The g.uvzg 8:8:. over :-SQS:—»S: of 28,

word “new.” ; .

HOW NEW?
According to PSE&G E.oram:—cs Paul Rosin-

b R

gren, :.e terminology is E:c.ﬂ:ocm.

“I'he ulilities have to get prior board :E:.EE_

for a:_q:_._- new services,” he said. “We intorpret
our service conbracts as parl of an ‘old’ servico
which is just expanding into new terrilories.”
The ruling affects belween 5,000 and 6,000
service conlracls in the new terrilory. BPU said

that PSE&G can honor all exisling contracts, but

must not offer them to customers in new Lerrito-
ries.

PSE&G can continue lo oller new service con-.

_aro._ E.E.Ss_ .58::. A
" o The service does not undercut their core
business.
¢ The servico is non-discriminntory.
o The service is nol funded by cross-subsi-
dization, .
Rosingren also said he feels that his company
needs Lo expand in order o stay competitive and
keep its market share. “Thero aro out-of-state
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tracts to cuslomers
within its original ser-
vice area. -

Rosingren said that
his company will reap-
ply for BPU approval
because he feels
PSE&G meels estlab-

No new service contracts

Continued from Page 1

utilities who are moving in and
offering service contracts.”

BLATANT VIOLATION?

The Coalition for Fair Com-
pelition, representing hundreds
of appliance repair contraclors,
said it is pleased with the ruling,
but would like the BP'U to go one
slep further.,

“We are disappointed that the
BI'U didn't hand down any sanc-
tions against PSE&G,” said
Coalition attorney Peter D. Dick-
son of I'olter & Dickson, Prince-
ton, N.J. “We see this [expan-
sion] as a blatant vielalion of the
original ruling.”

Dickson said that the BPU
should have made a public state-
ment, ciling PSE&G for break-

ing the law. Ile also said that the
new contracts established
beyond the original territory
should not end up lining the
pockets of the utility.

“We would like the BPU to
find a mechanism to discournge
any profits from the new service
contracts.”

For now, the ulililies board
will conduct an audit to deter-
mine il money used by PSE&G
to subsidize these service con-
tracts is coming from the utili-
ty's energy customers. The coali-
tion said it is eager to assist the
BPU.

“We have mel with them lo
show them what to look for dur-
ing the audit,” said Dickson.



Regulation

ven the most supercharged opti-
Emist admits there is little chance

this year that Congress will pass
legislation deregulating the nation’s
$215 billion electric industry.

The legislative year is too crammed,
the number of unsettled questions too
large and the political currents too
treacherous to allow much — if any —
progress.

This should come as happy news to
John Herzog, a Washington-based lob-
byist for the Air Conditioning Con-
tractors of America who gets more
than a little nervous at the prospect of
giant utilities roaming free in an ex-
panded marketplace.

Deregulation is already being
planned in more than 20 states, but
supporters of deregulation want Con-
gress to pass overarching legislation to
ensure that a minimum set of rules are
established and that it is evenly ap-
plied. A keystone to deregulation is re-
peal of the Public Utilities Holding
Company Act, a 1935 law that restricts
16 big utility companies from diversify-
ing into new businesses. (CQ Weekly,
p- 400)

That is not likely to happen, but
Herzog refuses to rest. And in so doing,
Herzog and the Air Conditioning Con-
tractors of America, which represents
more than 4,000 manufacturers and
contractors, illustrate how some issues
can gum up high profile and complex
bills.

There is little mystery about Her-
z0g’s concerns. Many of the members of
his trade group are small businesses
that could stand directly in the path of
affiliates created by giant utilities to ex-
ploit lucrative opportunities.

Herzog is worried about something
known as cross-subsidization. Cross-sub-
sidization refers to the practice of using
resources from a regulated business sus-
tained by captive ratepayers, such as an
electric utility, to help non-regulated
businesses, such as a heating and air con-
ditioning contractor, wedge into a new

By Charles Pope

WWW.CQ.COM

A Cincinnati Gas & Electric Co. crew works
on a row of power lines.

market. Under current law, state regula-
tors decide whether utilities can enter
new markets. But under deregulation,
Herzog and others believe a stampede
will ensue from the utilities as they rush
to grab new business.

.The contractors Herzog represents
believe they are in jeopardy because a
utility’s heating and air conditioning
subsidiary would benefit from the name
recognition, management prowess and
advertising advantages that the utility
enjoys, benefits underwritten by ratepay-
ers.

In short, Herzog argues that unless
Congress sets national standards to en-
sure fair competition, utilities would
have a pronounced advantage in com-
peting for the minds, hearts and dollars
of the hot, the cold and the climate-af-

flicted.

- “If they want to compete, fine. We

AP PHOTO / AL BEHAMAN

For Independent Contractors’ Group,
Price of Deregulation Is Eternal Vigilance

Even with legislation unlikely to pass this year, trade alliance keeps up pressure for
protection from big utilities’ subsidiaries

don’t have any problem with that,”
Herzog said of his nemesis, the utilities.
“All we ask is that they compete with
us on a level playing field.”

With deregulation, the study by
Spectrum Economics, a Palo Alto,
Calif., consulting firm, says, “the future
of these independent contractors is |
threatened by anticompetitive prac-
tices associated with the entry of large
electric and gas utilities into the [heat-
ing and air conditioning] industry
through unregulated affiliates.”

Utilities dismiss such claims as un-
founded. The air conditioning contrac-
tors, said Richard McMahon, director
of Competitive Strategies and Policies °
for the Edison Electric Institute, the
trade group for the utilities, have only
one goal.

“It’s about them trying to limit com-
petition,” McMahon said. “In their
view, a good utility is one that makes
referrals to them and a bad utility is
one that doesn’t. Conceptually, it does
not wash. Just because [utilities] are
winning market share doesn’t mean
they are cheating.”

Computer Lists and Inserts

For Herzog, protection means a
world in which monthly power bills do
not arrive with flier inserts advertising
a utility’s heating and air conditioning
subsidiary. It would outlaw the utility
lending its customer list, computing
power or idle workers to an affiliate,
such as an air conditioning subsidiary.

These prohibitions are already in
place in some states, but Herzog wants
national standards.

Only Congress can provide those
protections, Herzog says, and if it fails
to act, utilities will suffocate the “Mom
and Pop” operators who form the back-
bone of Herzog’s organization.

Utilities, however, point out that pro-
tections already exist, and states can be
counted on to enforce fair-competition
standards. In November, the California
Public Utilities Commission ordered Pa-
cific Gas and Electric Co. to pay a $1.68

million fine for not “clearly and legibly”
FEBRUARY 27, 1999 / cQ WEEKLY 480
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identifying the company’s affiliate as a
separate entity in advertisements.

In 1997, California regulators al-
lowed affiliates to use a utility’s name
and trademark only if ads clearly in-
formed consumers of the relationship
between the two and made it clear that
customers are not required to buy the
affiliate’s product to receive electricity.

“The state [public service commis-
sions] have a strong role on this,”

McMahon said.

. States Ready To Regulate

| Her:og disagreed. Even if every state
adopts fair competition standards and
enforces them, the resulting patchwork
will make it difficult for small compa-
! nies to attract customers if they offer
| services in more than one state.

He also argued that state regulators
" will be overwhelmed. Currently, about
- 42 percent of utilities are involved in
- the heating and air conditioning busi-
. ness, with activity most intense in
. Maryland, Virginia and Colorado, ac-
cording to the 1998 study commis-
- sioned by the Air Conditioning Con-
tractors.

In Delaware and along Maryland’s
- Atlantic coast, the study states, Del-
" marva Power (which has since been re-

named Connectiv) has captured 20
" percent of the residential and commer-
cial market for air conditioning.

In Maryland’s largest city, Baltimore
Gas and Electric Co. “is moving aggres-
* sively into the [heating and air condi-
tioning] business,” the study concludes.

These concerns fell on receptive
ears in the 105th Congress as Rep. Dan
Schaefer, R-Colo., added language to
his electric deregulation bill establish-
ing a federal prohibition on cross-subsi-
dies. His bill, however, died quietly.
(1998 CQ Weekly, p. 2021)

No one expects language that strong
to emerge in this Congress, even
though congressional aides and lobby-
ists said the question will attract con-
siderable attention.

The debate should begin to firm up
" in the coming weeks when the first of
I several electric deregulation bills is ex-
- pected to be introduced.

j Sen. Frank H. Murkowski, R-Alas-
! ka, chairman of the Energy and Natur-
i
|
|
H
1

I al Resources Committee, is finalizing
! his deregulation bill. The Clinton ad-
| ministration and Rep. Steve Largent,
. R-Okla., are also in the final stages of
. writing legislation.

An administration official said its

490 CQ WEEKLY /[ FEBRUARY 27, 1999

proposal is likely to parallel one that
was introduced by the administration.
That proposal, which established the

_ contours for any administration bill this

year, would have allowed consumers to
pick their own electric utility service by
2003, in much the same way they now
select a long-distance telephone carrier.
But Murkowski and other critics dis-
missed a requirement in the adminis-
tration bill that consumers pay $3 bil-
lion annually into a new federal fund
for low-income energy assistance, ener-
gy efficiency and conservation.
Murkowski was equally critical of a
mandate that at least 5.5 percent of the
nation’s electricity be generated from
renewable sources by 2010. Murkowski
believes those sources, which include

“He’s going into the hearings with
an open mind,” Jordan said. “He's go-
ing to be starting from scratch.”

Still, there is little momentum for
action. Electric rates are generally low;
big industrial users have largely staved
out of the fight, and congressional lead-
ers are partial to less complex legisla-
tion that can burnish Congress’ image
by moving fast.

And to a large degree, states have
already filled the void. More than 20
states have deregulated electric utilities
and two major ones — Texas and
Michigan — are considering bills.

“We don't have the same intensity
from the industry we've had previously, -
and I assume [that is] because the states
are moving ahead with their own

hydro power, solar energy and wind
power, are unreliable and expensive.

At the center of the administra-
tion’s plan last year was the expecta-
tion of open competition nationwide
among electricity suppliers by 2003.
The proposal contained a circuit break-
er, allowing states to “opt out” if there
is evidence that competition would not
yield positive results for consumers.

Those expectations and features are
likely to remain, an administration of-
ficial said. ,

Likewise, there is general agreement
that Congress should dismantle the
Public Utilities Holding Company
Act. (1998 CQ Weekly, p. 3111)

New to the Job

Braiding these issues together in the
House falls to Rep. Joe L. Barton, R-
Texas, who took over from Schaefer as
chairman of the Commerce Commit-
tee’s Energy and Power Subcommittee.
He has been actively pushing for elec-
tric deregulation to come to a vote this
year, saying it is his top priority.

Barton's spokeswoman, Samantha
Jordan, said Barton is undecided
whether he will introduce his own bill
or support Largent’s or some other bill.

Sen. Frank H. Murkowski said he
would throw his bill out there to see if
there’s any interest, but “We don’t
have the same intensity from the
industry we’ve had previously.”

dereg, and secondly because we've

‘been preoccupied here with impeach-

ment,” Murkowski said.

Even so, he added, “I'll throw [my
bill] out there to see if there’s any in-
tensity.”

According to a Murkowski aide, the
future of any bill will hinge on whether
agreement can be reached on several
big issues.

These include defining the relative
roles of state and federal governments;
whether government-owned producers
such as the Tennessee Valley /\ .ihrity
and the Bonneville Power Administra-
tion are privatized; and a thorny tax
dispute on whether quasi-government
utilities could issue bonds, then com-
pete against private utilities. There is
also the question of how to deal with
nuclear power. :

Even if those questions are resolved,
Herzog and his allies could cause con-
siderable mischief if their concerns are
not considered.

“All of this is really like a Rubik's

Cube,” said one House aide who is

helping write a deregulation bill. “Just -

when you get four red cubes lined up,
you get an issue like [cross-subsidies)
and it throws everything off.” 4
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Contractors tell Congress

Include fair competition
in utility derequlation bills

ASHINGTON — llvac con-

Lractors from several organi-

zalions Leslilied belore the
House Small Business Commillee
Subcommitlee on Regulation Reform
and Paperwork Reduction during Lhe
st hearing dedicated exclusively Lo
small - husiness  aspects of ulility
restructuring,

Two members of the Air Condition-
ing Conlractors of America (ACCA),
CHIT McCourl and John Bishop, gave
lawmakers personal accounls of

5
K]

Yake Ly £k o0 Ril "
Clitf McCourt told House members thal deregu-
lation of ulilities was a good opportunity to
resbiict them lrom using cross-subsidization to

competle unlairly with hvac contraclors.

how their businesses have been
adversely allecled by ulility entry
into the hvacr industry.

McCourt is the owner of Day and

Page 4, Please

York denies OSHA
charge that it knew
of explosion danger

ORK, Pa. — York International

Corp. has filed a formal notice of

contest against an QSHA ruling
on the Feb. 2 explosion al the Grant-
ley Road chiller manulacluring facil-
iLy.

The federal Occupational Salely
and Health Administration (OS11A)
office in Harrisburg, Pa., ciled the
company for one “willful” and five
“serious” violalions, The penalties
assessed Lotal $105,000. The willful
cilation, which carries a $70,000
penally, alleges the company ignored
a siluation it knew

gerous.

York International chairman and
ceo Robert Pokelwaldt said the com-
pany disagrees with OSIIA’s conclu-
sions. Ile called the cilalions
“improper and based upon incorrect
information.”

‘The company noted that recent on-
sile inspeclions by slate officials, its
insurance carrier, and by the Harris-
burg OSLIA office itself had failed to

Page 4, Please
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By Sue Reinort
The Palriot Ledger

ill Angelos once could count on income
from sclling gas (urnaces Lo sustain his
Stoughton heating company when other
business cooled off.
“Itused to take up the slnck a lol,” says Angelos.
Not any more, In the last year and a half,
Angelos’ company, Dinolos & Angelos & Sons, haa
loat 50 Lo 60 percent of ils gas furnace sales
revenue, the longlime conlraclor says.
The reason? Bay State Gas Co., the Westhoro-
hased natural gag ulility, is horaing i

12)

business thal formerly was the province of scores
of amall heating firms; replacing homeowners'
furnaces, Angelos says.

It’s the type of complaint that could escalate as
compelilion heats up in both the gas and
electricity markets. Heatling contraclors accuse
Bay State and two other utilities of using Lheir
unique posilion as trusted local gas companies Lo
freeze out small independent contractors.

The discontent came to a head last month when
Brockton contra-tar James Papasodero filed a
writlen complaint against Bay State with Lhe
Department of Telecommunications and Energy,
formerly the Department of Public UtiliLics.
Papasodero and three other contractors also
targeted furnace marketing programs at
Commonwealth Gas Co. and Colonial Gas Co. at a

Gary Higgina/The Paliiot Lodger
Bill Angelos says his company has lost half of its furnace sales business.

Small companies in toug

e,

——

meeting with D'T'E officiala in October, but didn't
send anytlhing in writing, Papasodero said.

In the case of Bay State, the last of the three
ulilities Lo start selling furnaces, contraclors say
the company takes unfair advantage of its power
to turn off the gas.

Homeowners automatically turn to the utility
when something goea wrong with their furnace,
conlractors say. A company inapector enn ahut.
down the boiler as unaafe — then offer to sell the
customer a replacement on the spot.

A Bay State worker turns off the gas W the
foully furnace, “then in the next breath, they say
‘We can replace il this alternoon,” ™ said Norm
Belanger, owner of Custom Cooling & Healing
in Blackstone. "What person in his right
mind is going Lo say, ‘I'm going o gel some more
bids?' "

Bay State officials say the company began
sclling replacement furnaces two years ago merely
to help customers. “We're not interested in
compeling with local contractors. We're more
interested in customer service, keeping our
customers warm and safe,” said Ronald Moreira,
manager of community and government relalions.

Previously Bay State repair workers who “'red-
tagged” a homeowner's boiler — shut it off —
would hand the customer a list of about 50 local
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heating contractors willing to replace the

boiler, Moreira said. Some cuslomers wanted

more inuncdiate action, he said.

“We've had complaints from customers —
*You're here, it's the middle of the night, I'm
cold. Can’t you do something?' " Moreira said.

Now. company employees hand out a Bay
State brochure offering company furnaces —
along with the local contractor list. Bay State's
service department sold 250 furnaces in the
1995-1996 winter heating season, 400 last
winter, Moreira said. He called it “a limited
number” and said the company markets only
to homeowners whose furnaces are too danger-
ous lo operate.

/W,ho_:;a..ca aren't satisfied, but so far Pa-
palisodero i3 the only one who's formally
complained. “We're kind of used lo being
mistreated by the gas industry and don’t think
there’s anything new in this,” said Leonard
Bicknell, owner of Alvin Hollis Co. Inc. in
South Weymouth.

Papasodero’s complaint says Bay Stale is
violating a utility “code of conduct” the DTE

adopted last year. The regulations were written

to prevent utilities from taking unfair advan-
tage of their market power to kill compelition,
and to keep utilities from using ralepayers’
money to support their unregulated ventures,
The rules prohibit utilities from helping
their own affiliated companies or divisions sell
“energy-related services.” Ulilities can't joint-
ly advertise such services with the affiliate or
speak on behalf of the affiliale, the rules say.

There have been no customer complaints
regarding the utilities’ sale of furnaces, DTE
spokesman Tim Shevlin said. The DTE is
investigating Papasodero's complaint and has
asked for more information from the contrac-
tors, Shevlin said.

Bay State denies it's violating the rules.
Selling furnaces isn't the type of energy-related
service covered by the regulntions, said Bay
State counsel William MacGillivray.

“Is it competitive with the henting contrac-
tors? Yes it is,” MacGillivray said. “Is it o
benefit to the customer? Yes.”

Customers don't pay anything for the fur-
nace program in their rales — gnd they get
none of the profits, MacGillivray said. Howev-
er, ratepayers do fund the Bay State workers

who inspect malfunctioning boilers and hand
out sales brochures for the company's furnaces,
he acknowledged.

The two other gas companies that sell
furnaces defend their programa. “In our service
territory there are over 150 contractors listed
in the Yellow Pages who sell and service
equipment, so the premise that our being in the
business has hindered competilion seems rath-
er difficult to swallow," said Colonial Cas
spokeswoman Patty Gillette.

“Our heating program provides good service
Lo customers.” said Peter Dimond, spokesman
for Commonwealth Gas Co. Unlike Bay State,
Commonwealth doesn't assign service workers
who red-tag furnaces or water heaters to
promole its marketing program, Dimond said.

While contractors and utilities argue, the
DTE is considering expanding the code of

conduct to cover all Lypes of services that newly

deregulated utilities offer, nol just “energy-
related” activities.

At a hearing Dec. 8, utilities opposed the
move, saying il would hinder their own ability
to compete in other markets.

“Our primary purpose is to encourage com-
petition,” said Alfred Kahn, an cconnimnist who
favored deregulation when he headed the
Federal Aviation Administration and the New
York State Public Service Commission.

The proposed rules will protect utilities’
rivals, not consummers, Kahn said. Kahn, who
testified on behalf of Boston Edison Co., was
not thinking about utility rivals like small
heating contractors, but huge companies that
want to stop Boston Edison's bid to get into
the telephone and cable television business.

Companies like Bell Atlantic don't need
protection from Boston Edison, Kahn said.
Therefore the state shouldn't prevent Edison
from using its brand name, advertising chan-
nels and its fiber optic network to sell telecom-
munications services, as long as ralepayers
don’t pay for the veniture, Kahn testified,

But the same principle applied to the
mundane business of selling furnaces could
hurt small businesses — and eventually con-
a_:_:_ma. says Rep. Frank N. Hynes, D-Marsh-
ficld.

“From the perspective of the average cus-
tomer, one has o be concerned because once
you have essentially o monopoly on Lhe sale,
maintenance and repair of these kinds of iteins
the customer is ripe for being disenfranchised,”
Hynes said.
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people are talkmg about competition in the electnc
power industry. They're debating whether utility deregulation will
lead to lower electricity prices. While the experts don’t agree on
whether, or how much, electricity prices may go down, they do
agree on one thing: if utilities are allowed to subsidize their
unregulated businesses - like those providing heating, ventilation,
air conditioning, and refrigeration (HVACR) services to millions of
homes and businesses - it will mean less competition in those
industries and higher prices and fewer services for consumers.

e

Here's what some leading experts have said:

“Many utilities, looking for new ways to compete to weather the shakeout that is expected to occur
when their industry is deregulated, are getting into the heating, ventilation, and air conditioning
business.” C

The Washington Post
News Story: “Conditioned to Consolidate”
July 27, 1997

“Competition with monopoly utilities in unregulated markets can result in the destruction of non-
utility competitors... Where utilities charge substantially less than independent contractors for
comparable services, some form of cross subsidization... can be reasonably suspected.”

Office of Advocacy

U.S. Small Business Administration
Utility Competition With Small Business
June 10, 1986

“[Alny provider able to dominate the market by virtue of its position as a monopolist of one service .
in that market — as ComEd is — will inevitably drive many, or all, competing firms from the market.
When ComEd attains a dominant market position, it can reasonably be expected to exercise market
power by exploiting the market through raising prices and/or restricting the provision of service...
ComEd customers desiring energy services will not receive a competitive price for energy services
because there will be no competitive price.”

Illinois Commerce Commission

Order denying a Commonwealth Edison Company (ComEd) petition to
provide energy support services to energy users

March 31, 1997

“Several gas utilities perform some basic plumbing work related to their provision of natural gas as
part of their utility business, at a price lower than that of many stand-alone businesses... [Tlhe
provision of appliance repair services at subsidized prices is inappropriate... We shall require that
appliance repair services only be performed through separate, unregulated subsidiaries with a



complete separation of functions. That approach best protects against competitive abuses and
fosters long-term effective competition.”

State of New York Public Service Commission
Order Concerning Gas Appliance and Repair Service
April 4, 1997

- “Is it just and reasonable for the private owners of a non-regulated business to benefit from the

goodwill generated by the activities of a monopoly, without compensating the monopoly for that
benefit? Put more simply, s it just and reasonable for the utility to give away a valuable asset? |
think not... The things that contribute to goodwill - particularly efficiency and safety of service -
are certainly the product of items specifically included in the rate base and thus paid for by
consurmers.”

Minnesota Supreme Court Justice Sandra Gardebring
Minnegasco v. Minnesota Public Utilities Commission
June 13, 1996

“Most legislation falls into one of three categories: (1) necessary measures that are the proper role
of government, (2) measures designed to do fine things that are none of government's business,

and (3) measures that violate the values a majority of citizens hold. Among bills qualifying as (1)
that warrant the [Virginia] General Assembly’s approval are those that would. ..

. Make the State Corporation Commission ensure that regulated utilities don't use ratepayers’
money to subsidize non-regulated activities. Of course, this bill wouldn't be necessary if
the Assembly hadn't given away the store to Virginia Power last year.”

Richmond Times-Dispatch
Editorial
January 22, 1997

“Ironically, more competition among giant electric companies may mean a lot less competition in
related consumer services. Call it the law of unintended consequences, but this great utility
‘shakeout’ may reduce consumer choice and bring on much higher prices for electrical products
and services now delivered to homes and businesses by independent contractors.”

Chris Colditz

President, Northern Illinois Air Conditioning Contractors Association
Guest Opinion Column

Chicago Tribune

September 1, 1997



MYTHS & REALITIES
About Competition Between

[ndependent HVACR

Big electric utilities pose no threat to competition in the heating, air conditioning, ventilation, and
refrigeration (HVACR) business. After all, they’re only competing with national appliance and
service providers that are also huge organizations with substantial resources.

Reality

Some large retailers offer HVACR services (usually hiring private
contractors to provide them), but most contractors are small,
community-based companies. There are thousands of small
contractors, including many family businesses employing fewer
than 25 people. Unfair utility competition threatens them all.

Myth
Utilities will do a better job than small, independent HVACR contractors of offeringxcustomers the
newest products and services.

Reality

Private HVACR contracting businesses are exceptionally’
competitive. To survive, contractors have always provided their
customers with what they want — the latest products, convenient
service, and 24-hour availability every day of the year. In fact,
many utilities call on independent contractors to handle their
most difficult jobs.

Myth

Utilities charge HVACR customers lower prices than small contractors. .

Reality

Some utilities offer lower prices on some HVACR products and
services, but it's a marketing gimmick. They subsidize non-utility
business activities using money paid by electricity ratepayers, ever
though such subsidies are illegal in many states. Utilities can low-
ball certain products and services only because of ratepayer
subsidies, something their rivals — no matter how large or small
— cannot offer. However, many state regulatory agencies and
consumer advocates are concerned that, once utilities eliminate
competition from independent contractors and other product and
service vendors, they will raise prices to levels much higher

than those in the current competitive market.




Myth

HVACR consumers benefit — through lower prices — when utilities allow their subsidiary
businesses to use the parent utility’s brand name, logos, and other image materials to market
products and services.

Reality

Utilities are widely known to consumers because they are
monopolies in their service areas. They acquire their highly visible
names, recognized logos, and other aspects of their image becaust
they operate without competition and use revenue from captive
ratepayers and profits that are guaranteed by the government. In
that sense, these assets belong as much to consumers as they do
to the utility. A subsidiary that uses the utility’s name, logos, and
other assets to reach potential customers gets something valuable
for free and enjoys an unfair advantage over its competitors,
unless it pays the market value for these assets.

Myth .
Utilities should be allowed to sell electric appliances and to service energy equipment because they
have special skills developed from providing electricity to communities. :

Reality

The truth is, they don’t. The capabilities necessary to provide
reliable electric service from a powerplant to a home or business
are very different from those needed to install an air conditioning
system or to service a furnace. Private contractors have special
training in equipment installation and service. Utility linemen and
other employees have no such training. That's why many utilities
hire private contractors to fulfill their customer service calls.
Utilities are in the business of generating and delivering electric
power, not installing and servicing appliances.

Myth
Utilities own their name, logo, customer data, capital equipment, and reputation.
It’s only fair that they be allowed to use their assets the best way they see fit.

Reality

Every utility asset — from its powerplants to its electric
transmission and distribution lines to its logos and brand names —
are bought and paid for by captive ratepayers. For decades, there
has been no competition in the electric power industry.
Customers have had no choice, and utilities have had a free ride
accumulating their assets. To allow them to use assets

acquired at public expense to compete with small contracting
businesses that are the products of tough competition is unfair

to those businesses and to electricity ratepayers.
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“Big utilities are usmg money rom you an . ot er captlve customers —
people who have no choice in where they buy electricity — to unfairly
compete against independent contractors. That hurts small businesses,
because most of the companies that provide contracting services now
are small and community based. Many are family owned.

With the guaranteed money they get from electricity ratepayers,
utilities subsidize their other businesses and gain an unfair advantage
over small competitors.

Here'’s 10 ways utilities use your money to compete unfairly:
] Capital. They provide loans, guarantees, and subsidies to start new businesses.

o Credit. They let subsidiaries use their credit rating to borrow money at lower rates
than their competitors.

. Data. They give subsidiaries access to extensive data on every customer in their service
areas, including proprietary information on payment records, purchasing habits, and
individual needs and requests.

] Image. They let subsidiaries use their names and logos, giving the new company instant
name recognition among prospective customers.

» Lists. They have up-to-date lists of every home and business in their service territories The
subsidiary can reach all of these prospective customers at virtually no cost — not even
postage — by inserting “stuffers” in the utility’s monthly bill.

. Financing. Because they have a large capital base, their subsidiaries can offer customers
special financing — at below-market rates, with no down payment and extended terms —
and conveniently add it on to the customer’s monthly utility bill.

* Scale. By making volume purchases, their subsidiaries bypass normal distribution channels
and buy equipment directly from manufacturers — at reduced prices.

o Advertising. When utilities advertise their brand name, their subsidiaries benefit too.

J Referrals. With their access to information on customer requests, utilities can
easily refer business to their own subsidiaries.

] Overhead. Utilities use their own managers, planners, accountants, lawyers, researchers,
customer representatives, and technicians — all people who are part of the guaranteed rate
base — to start and operate other businesses. In addition, office space, tools and equipment,
vehicles, and computer facilities may be available.

But these assets really belong to you.

No other business has free access to such valuable information and
resources. We should make it clear that ratepayer assets belong to
the ratepayers, not the utilities.




ACCN
Air Cond:toning Contractors ¢f America

Electric Deregulation and How Cross-
Subsidization Harms Competition

The Case for Fair Competition

Deregulation of electric generation holds the promise of increased choice of
service providers and lower electricity costs for American consumers and
businesses. ACCA, a non-profit national trade association representing the
interests of firms that design, install and repair heating, ventilation, air
conditioning and refrigeration ("HVACR") equipment, also supports federal
legislation to deregulate the electric power industry. We believe that members in
our 67 chapters across the country will benefit from increased competition.

However, development of a competitive market for electric power will be
undermined if Congress does not address the problem of utility cross-
subsidization in any federal legislation to deregulate the electric power industry.
By virtue of their current monopoly status, utilities enjoy substantial advantages
over their prospective competitors in customer and marketing information, "name
brand" recognition, equipment, tools, shared employees and other resources
paid for out of the ratebase. These preexisting monopolies are increasingly using
‘these ratepayer-based assets as a "transition strategy" to increase their
advantage as deregulation looms large. Cross-subsidization occurs when
monopolies use these assets, paid for by the ratepayer, to leverage their
monopoly power in the market for electricity into related markets through the use
of unregulated affiliate companies.

How Cross-subsidization Harms Competition

Cross-subsidization threatens to undermine the pro-competitive goals of electric
deregulation. Among the detrimental effects that flow from cross-subsidies are:

e Harm to Competition: Cross-subsidization creates inefficiencies that retard
true competition both in the market for retail electricity and in adjacent energy
service markets such as HVACR contracting. Potential new entrants in the
market for retail sales of electric power are harmed because ratepayer-based
assets are being used to support unregulated affiliates whose services are
then "bundled" with those of the incumbent utility to discourage new entrants.
Competitors in adjacent energy services markets are also unfairly disadvant-
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aged as these cross-subsidies allow the affiliates to make uneconomic
decisions. Because the affiliate's costs are lower than other market
participants or potential new competitors, the affiliates can use this cost

advantage to undercut bids and drive out incumbent competitors or prevent
new entries.

* Harm to Consumers: While cross-subsidies may initially allow the utilities'

unregulated affiliates to offer a lower cost of service, prices will invariably rise

- in that market once existing competitors have been driven out. The threat of

such price undercutting will be sufficient to discourage new entries into the
market.

* Harm to Small Business: Small and medium-sized businesses will be
disproportionately harmed by cross-subsidization. Adjacent energy service
markets, such as HVACR contracting, are dominated by small business.
While the competition in these markets is vigorous, these small businesses
will be the first to be eliminated by the below cost pricing allowed by cross-
subsidization. .

The Solution

ACCA strongly supports definitive language prohibiting cross-subsidization in
any federal legislation deregulating the retail sale of electric power. Such
legislation must include a definition of cross-subsidization sufficient to capture
transfers of both tangible assets (i.e. shared tools and equipment) as well as
intangible assets (i.e. shared logos and trademarks). At the very least, ACCA
believes that federal legislation must condemn cross-subsidization as contrary to
the goal of fair and open competition, and provide specific examples of inefficient
cross-subsidies to guide state commissions in their consideration of the many
issues surrounding electric deregulation.



REVIEW OF STATE ACTIONS
RE: CROSS-SUBSIDIZATION

Legislation

Arizona: Utility Deregulation Bill HB 2663 enacted on May 29, 1998. Prohibits cross-subsidization, specifically banning
advertisements of any utility affiliate from being included in the utility’s monthly billing statements.

Colorado: Passed bill in 1993 prohibiting, but not defining cross-subsidization. The Colorado PUC also adopted cost
allocation rules concerning utility cross-subsidization, which were effective June 1998. Rules require separation of the regulated
utility and non-regulated affiliate. If cross-subsidizing, the utility must pay fair-market value for the services i.e. bookkeeping.
Delaware: Joint resolution establishing Fair Conduct rules for utility subsidiaries. No resolution

Georgia: SB 215 deregulates gas utilities only. Prohibits, but does not define cross-subsidization.
Iowa: SF 2370 prohibits and defines cross-subsidization.

Missouri: //B 1038 prohibits and defines cross-subsidization. Enacted July 10, 1998.

New Mexico: Senate Bill 428-Electric Uslity Industry Restructuring Act of 1999.” The bill separates regulated services from non-
regulated services, includes language prohibiting cross-subsidization and "Codes of Conduct." Waiting Governor’s signature.

Regulations

California: Adopted stringent controls on affiliate transactions, including corporate separation. Defines cross-subsidization.
Enforces state codes of conduct. Approved 1997. ' -

Delaware: Code of Conduct enacted by the Delaware Public Service Commission.

Hlinois: Commerce Commission has submitted final rules goveming affiliates. The Legislature tabled action until the 1999
session. .

Massachusetts: 1996 Code of Conduct adopted by the Department of Telecommunications & Energy.

Nevada: Ruling issued on December 11, 1998. Ruling requires unregulated work to be run through separate affiliates. Utility
affiliates may not share office space or personnel. The utility may not assist the affiliate in any financial situation. It cannot
provide market data nor discriminate against competitors or give preferential treatment to its affiliate. Affiliates are to be
charged the fair market value for any assets transferred from the utility. If a utlity operates an affiliate, the utility must be
audited within six months of the affiliate’s start-up, and annually thereafter.

New York: PUC ordered all state utilities out of the HVACR business by 2000, unless utlities can prove they are not cross-
subsidizing. Requires refund for past cross-subsidies, and that prices be immediately raised to unsubsidized levels.

Pennsylvania: Interim Settlement Code of Conduct for PECO only. Still working on general rules for the other utilities.
Senate Bill 1529 introduced-prohibits and defines cross-subsidization.

Virginia: Agreement with Virginia Power that includes “Standards of Conduct” which apply to unregulated subsidiaries
created by VA Power for activity within its service territory.

EYI: Other states are in the process of debating affiliate relations and “Codes of Conduct.” Unfortunately, state legislation
and regulations do not have jurisdiction over affiliates of utility-holding companies that cross state lines to sell services. This is
why we need federal legislation that includes open access to books and an enforcement mechanism.



The NAFC Position In Summary

The advent of utility deregulation and restructuring has brought with it an intense competition for
customers and markets. As part of this sweeping change, investor owned utilities (IOUs) have
entered non-traditional, diversified business ventures seeking to capture markets and customers
historically served by small businesses. Generally, the IOUs have established unregulated, non-
utility affiliates from which to conduct these business ventures in competitive markets.

The problem is that, unlike their private sector counterparts, these utilities and their affiliates
inhabit a mixed world of both regulated and unregulated economies where it is all too possible to
shift the costs of the unregulated, competitive venture back to the regulated utility operation with
its guaranteed coverage of costs and protected rate of return. This produces an enormously unfair
competitive edge for the utility affiliated business; one with which small, private sector businesses

lacking a base of captive ratepayers upon whom to pass the costs of operation, cannot hope to
ov.rcome.

To further achieve penetration of traditional private sector markets, IOUs and their affiliates are
unfairly misusing their special status as a government sanctioned utility monopoly in their
transmission and distribution operations. Because captive customers must deal with the local
utility for basic connections and maintenance of electric wires, IOUs are able to use their
customer contacts to steer business away from competitors and towards their own affiliates. This
discrimination against other non-affiliated competitors, combined with pernicious cost-shifting and
cross-subsidization produces a distorted market in which utility monopolies are guaranteed to
prevail over private sector companies which have traditionally served the targeted markets.

Surprisingly, there is no federal statute which prohibits cross-subsidization of unregulated
operations by a utility’s regulated functions. In addition, there is often no substantial assistance
from state regulatory bodies because they lack the authority to address issues of competitiveness
In addition, remedies at the state level are completely inadequate to address competition
problems: no recovery can be had for lost markets or business as most utility commissions can

only raise or lower rates for customers. Most utility affiliated operations face inadequate scrutiny;
many face none at all.

With the special advantages available to utility affiliates in the cost-shifting and cross-
subsidization areas coupled with the paucity of state or federal safeguards, IOUs possess the

potential to drive many small, private sector businesses out of the market and severely impact the
customer base of those which may survive.

Many respected authorities are in agreement that action is needed to save small business
competitors from economic disaster. The Small Business Administration, members of Congress,
and numerous private sector authorities have commented on the unfair competitive advantages

available to utilities and on the need to curb the misuse of advantages accorded these regulated
monopolies.

Congress should enact laws which clearly prohibit cross-subsidization and cost-shifting between
regulated and unregulated utility operations. Congress should also provide states with the
authority and direction to address competitiveness issues in a deregulated utility environment.
Regulated utility functions and unregulated, competitive operations should be conducted from
completely separate and distinct entities. Ideally, the relationship between a regulated utility and
its unregulated, non-utility affiliate should be accorded no greater or lesser status than the

relationship between a utility and any other private sector competitor in a deregulated
marketplace.




 “Competition with monopoly utilities in.
unregulated markets can result in the

”

destruction of non-utility competitors...

i

more than 10 years agel Today, as hlg utlhtles prepare to compete with each
other for thef; ‘inran.unregulated energy.marketplace, they're looking for
new ways to make money. According to'a tecent report in the Washington Post:

“Man eutllltles, looking for new ways to
compete to weather the shakeout that is
expected to occur when their industry is
deregulated, are getting into the heating,
ventilation and air conditioning business.”

That's bad news for the American consumer. More than 100,000 heating, ventilation, air conditioning, relrigeration
(HVACR), and other specialty contractors do $60 billion worth of business each year fulfilling the appliance amd
service needs of more than 100 million households and businesses. Each of these companies == and llu. more than
600,000 people who work for them — is endangered by unfair utility competition,

Utilities unfairly —- and often illegally - subsidize their entry into these businesses by using money they get every
month from energy ratepayers. That’s unfair because utilities are monopolies. The government guarantees their profits,
Because. they're monopolies, the government also regulates utilities. The govemment should pl ohibit utilities from using

o n thelr guaranteed proﬁts to submdnze unregulated busmesses

. The U S Small Busmess Admlmstrauon says uulmes use many techmques to cross—subs1d1ze unregulated businesses

with ratepayer money. They do things small business operators can 't do, giving their sub51d1anes an unfalr advantage
'Fot example, utilities:

R Provide cash. They give unregulated businesses loans and loan guarantees
o They also let the sub51d1anes share their excellent credlt ratings.

“ B Reduce overhead They subsidize everythmg from office space and equ1pmem: to lawyers and -
: 'accountants for: the1r unregulated businesses. :

I B e Reach customers. They let subsidiaries use their logos and brand names as well as tap into their
' customer databases. Utilities also advertise subsidiary products and services and pay for the
'postage to mall 1nf0rmat10n to energy customers: L ,

. _ Offer mcentlves and rewards. They refer mformauon on customer needs and requests
 to their own subsidiaries, buy consumer appliances at reduced prices directly ,
: from manufacturers, and provide easy cus tomer fmancmg for purchase from their SubSICllarleS



“Where utilities charge substantially less

~ than independent contractors for comparable
services, some form of cross subsidization...
can be reasonably suspected.”

Traditionally, contractors have tried to stop illegal utility cross subsidies during rate hearings. But it’s nearly
impossible for small businesses — many of them family-owned contracting companies — to challenge big utilities.
Actions before state regulators, who set utility rates, are lengthy and complex. The Small Business Administration
calls them “prohibitively lengthy and expensive” for small companies.
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Fhats how Congress solved a similar problem in 1995, when they deregulated the telecommunications industry.
Fhevindluded Tanguage in the law that prohibited the big local phone company monopolies from competing
antanly st snalb husinesses ina number of fields including electronic publishing and alarm monitoring.
Conprewoldbthe focal phone company monopolies they could not subsidize new ventures using money from local

telophone costomersand they conld not let their new affiliates use their business names and trademarks. Congress
ol o the e thingswhene deregulares the electric power industry.




More than 100,000 businesses provide HVACR contractors take the largest slice
specialty contracting services to America’s of the $60 billion specialty contracting market.
households and offices.

Iowa and Georgia have already passed laws that prohibit utilities from subsidizing any non-utility businesses.

‘That means utilities cannot let their subsidiaries use anything that was paid for by captive electricity or gas

consumers — including trucks, tools, equipment, offices, or people.

Cross subsidies enable utilities all over the country to use what's left of their monopoly power to engage in
anti-competitive behavior to eliminate existing businesses in service industries like heating, ventilation, and
air conditioning.

It’s ironic this is happening as the utility industry prepares for electric power competition. If utilities take
the dominant role in the HVACR industry, the result will be less competition for services, fewer choices for
consumers, and higher costs.




The Illinois Commerce Commission recognized what can happen if utilities are allowed to enter the
contracting industry and behave like monopolies. In March 1997, it refused to let Commonwealth Edison
(ComEd), the state’s largest electric utility, provide energy support services to energy users, saying:

“Any provider able to dominate the market by virtue of its
position as a monopolist of one service in that market — as
ComEd is — wiill inevitably drive many, or all, competing firms
from the market. When ComEd attains a dominant market
position, it can reasonably be expected to exercise market power
by exploiting the market through raising prices and/or
restricting the provision of service.”

This kind of market concentration is bad for consumers. Prices will go up and the quality of service
will go down when consumers have only one choice — their utility — to turn to for specialty services.

But utilities in states from Delaware to Nevada and from Michigan to Florida are trying to take over
the heating, ventilation, and air conditioning industry. They know it’s a multi-billion-dollar market,
and they think it will be easy to eliminate the competition.

If they succeed, it will be bad for competition and bad for consumers.
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: Conditioning Contractors of America (ACCA) is a
fit urade association of heating, ventilating, air
oning, and refrigeration (HVACR) contractors.
represents and serves individuals and corporations

sign, install, service and repair air conditioning,

, refrigeration, humidification, dehumidification, air
wion and ventilation systems. ACCA was formed in
wough the merger of Airconditioning and

ration Contractors of America (established in 1946)
: National Warm Air Heating and Air Conditioning
tion (established in 1914).

has over 3,000 members and more than 50 local
ations (chapters) across the country. In addition,
ociation'’s membership includes manufacturers of
R equipment, equipment wholesalers and

1tors, vocational and technical schools, utilities, and

; the many issues that affect HVACR contractors, the
1g are currently the most crucial:

.ospheric Ozone Protection

the U.S. Clean Air Act, chlorofluorocarbons

) which are used in commercial air conditioning and
-ation and other applications will not be produced
lecember 1995 because they contribute to the

tion of the earth's ozone layer. ACCA supports

: the production of CFCs and the transition to

tive refrigerants which don't deplete the ozone layer.

‘oduction of hydrochlorofluorocarbons (HCFCs)
ich also are used as refrigerants and are not as

ing to the ozone layer as CFCs— is scheduled to
2030 under the U.S. Clean Air Act.

Some environmental groups believe that HCFCs should
be phased out as early as 2005. ACCA believes that
HCFCs — particularly HCFC-22, which is used in all
residential air conditioners and heat pumps, as well as in
some commercial air conditioning and refrigeration
systems — are essential transition chemicals and must
remain in use until new replacement refrigerants are
developed and equipment can be converted. Industry
experts have agreed that HCFCs cannot be phased out
sooner than 2020. An earlier phaseout date will be
damaging for our economy and also for the ozone layer if
it discourages the use of HCFCs in place of CFCs. ACCA
also opposes efforts to rax HCFCs.

Indoor Air Quality

Poor indoor air quality has become a major environmental
issue as more energy-efficient, tightly-sealed buildings have
been found to trap indoor pollutants. ACCA believes that
the solutions to the problems associated with poor indoor
air quality are complex and multidisciplinary, but that
proper design and maintenance of HVACR systems are
critical for mitigating and eliminating such problems.
Properly trained and licensed HVACR contractors can help
maintain the quality of indoor air while maximizing energy
efficiéncy.

Utility Relations

ACCA is committed to improving the relationship between
contractors and gas and electric utilities. For several years,
that relationship has been severely strained as a number of
state regulated urilities across the country have entered into
direct competition with contractors for HVACR service and
replacement business. By establishing unregulated
subsidiaries and diversifying beyond their mission of
providing safe and affordable energy, some of these energy
monopolies have found new sources of revenue in the
plumbing, heating, cooling, energy conservation and other
businesses.

When an unregulated utility subsidiary conducts program
that compete with existing private sector businesses, many
of the advantages of the utility’s protected monopoly statu
remain even though the normal regulatory restrictions no
longer apply. When this happens, contractors simply are n
able to compete with the larger, better financed competito
especially if some or all of the utility's costs are subsidized
by ratepayers. ACCA is firmly opposed to these unfair
utility practices and supports legislation limiting utilities
from using their unique status to gain an unfair advantage
in direct competition with HVACR contractors.

At the same time, ACCA will continue to seek ways to
foster cooperative and productive relationships with
contractors and utilities, such as in demand-side
management, performance contracting and other energy
conservation programs.

Quality Improvement

The need to control unnecessary costs is becoming more
critical to the ability of the HVACR contractor to compet
In addition, the demand for more knowledge and skill in
workers is increasing every day. At the same time, Americ:
consumers are becoming more informed about what to
expect from businesses. '

ACCA is dedicated to teaching its members the principle:
of managing quality in their business operations and to
helping contractors implement the Quality Improvement
Process (QIP) in their companies on a day-to-day basis.
Through the Association's Quality College, ACCA teach
its members how to develop a business strategy around:
exceeding customer requirements; measuring and evaluat
performance; understanding that doing a job wrong and
having inadequately trained people on the job cost the
company real profits; and preventing problems before th
occur.



